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EXECUTIVE SUMMARY

While new electrical generating facilities (EGFayh steadily been coming on-line since
2001, the prospect of electrical power shortageSanthern California and the South
Coast Air Basin (Basin) in particular continues.acters contributing to potential

shortages in the Basin include increasing powerameinthe retirement of some older
EGFs and limitations of the power grid system ilowaing the transfer of power from

northern California to southern California. Sitin§ approximately 2,700 megawatts
(MW) of new electrical power generation has beeoppsed in the Basin. All these
proposed projects will be required to minimize themissions by installing Best

Available Control Technology (BACT) and offset af their remaining emission by

securing emission reduction credits (ERCs). Wik éxception of the essential public
services and certain other operations that havesacio the AQMD'’s Priority Reserve,

most other operations, including power plants, predheir offset credits from the open
market. However, there continues to be a showd@RCs, specifically SOx, PM10 and
CO in the open market.

To address these shortages in the open marketespdnd to the region’s demand for
additional power, staff proposed and the AQMD Gaugy Board adopted amendments
on September 8, 2006 to provide a limited time wiwador EGFs to utilize credits from
the Priority Reserve, provided they demonstratet tih@ required offsets are not
reasonably available in the open market and meberoeligibility criteria and
requirements.

To provide the public residing in more polluted emewith added protection and
incentivize the siting of the new power plants @$d polluted areas, in adopting the
amendments to Rule 1309.1, the Board directed siadevelop additional requirements
for EGF projects proposing to locate in the morkbuped areas within the District.

In response to the Board directive, staff has dgperl an amendment that sets additional
criteria, including higher mitigation fees, for B®@EGF projects locating in more polluted

areas and are seeking access to Priority Resdfuethermore, the amendment would

prohibit EGFs locating in the most polluted areasf accessing the Priority Reserve.

BACKGROUND

The California Energy Commission (CEC) permitspailver projects rated at or above 50
megawatts. State regulations give sole permittnipority including local land use and
environmental regulations to the CEC. In additiBaplic Resources Code provides a
statutory exemption from CEQA for EGF projects thnall be subject to an EIR or



Negative Declaration or other documents prepareduamt to a certified regulatory
program by the CEC. The CEC process for certiboabf proposed power projects
includes such documentation. The CEC does redjidrteall power projects meet all air
qguality regulations. For the AQMD, the main redua affecting the permitting of
power projects is New Source Review (Regulations aiid XX). NSR requires that all
projects satisfy Best Available Control TechnoldBACT), modeling, offset, and public
notice requirements. One potentially problemateador power projects in the Basin has
been and continues to be obtaining adequate affsets

In accordance with State and federal laws, all siomsincreases from new and modified
facilities must be offset. Under District rules shdacilities with a potential to emit of
greater than 4 tons per year of SOx or PM10 orobh@ per year of CO are required to
provide external offsets. External offsets areasiralways in the form of ERCs. ERCs
are created through the shutdown or over-contrprofesses. ERCs are only granted for
that portion of emissions which exceed current AQMBCT standards and are not
otherwise required by rule, regulation, law, apga\VAir Quality Management Plan
Control Measure, or the State Implementation PlaBmission increases from all other
sources are offset through the AQMD’s NSR accotiat &lso includes the Priority
Reserve. The ERC generation procedures couplddtigt fact that stationary sources
are relatively small contributors to the Basin’'sXSQO, and PM-10 inventory, have been
limiting factors in generating significant amountsERCs.

In 2005, despite new EGF projects, California oagain experienced some Stage 2
shortages (power reserves down to 5%) and the GEHGo& for the foreseeable future is
that demand for electrical power will continuehgrease. The increase in demand is due
to several factors including increased consumgsiad retirement of older EGFs. There
are also limits on the amount of electrical powsttcan be imported into the Southern
California region from Northern California and Asiza due to bottlenecks in
transmission lines. New EGFs are needed in tha tegion. The proposed amendments
once again provide new EGFs access to the Pri®é@gerve where these proposed
projects either do not have or cannot secure tlezlatk offsets on the open market,
provided they are not to be constructed in thosasawith the poorest air quality.

PROPOSED AMENDMENTS TO RULE 1309.1 - PRIORITY RESERVE

The proposed amendments to Rule 1309.1 are designadvide access to the Priority
Reserve for certain critical EGF projects that nsgetcific requirements and that cannot
secure the needed offsets on the open market.afleadments apply to In-Basin EGF
projects for which a complete initial applicatiar tertification to the CEC or a complete
application for a permit to construct was fileccadendar years 2005, 2006, 2007 or 2008.



In response to the Governing Board direction taldish air quality criteria as a condition
to purchase credits and to encourage the sitingeohew power plants in lesser polluted
areas, staff has developed a proposal that limitets additional requirements for EGF
projects to access the Priority Reserve if theytaree located in areas with historically
high or moderately high ambient concentrations M2F. Fine particles in the PM2.5
fraction have the ability, because of their sibepénetrate and deposit deep in the lungs.
Elevated concentrations of PM2.5 are associatdu adverse health impacts that are a lot
more serious compared to the health impacts frdmerotriteria pollutants. Increased
mortality, reduction in lung function, and increddeospitalizations are among some of
the adverse health impacts associated with expasugkevated concentration of PM2.5.
Most of the Basin is currently in non-attainmenthmiegards to the annual and 24-hour
federal ambient air quality standards of 15ug pgmcmeter and 35ug per cubic meter,
respectively. The Basin has until 2015 to demanstattainment with the annual PM2.5
standard. EGFs are large point sources of PM2.tssesn and these additional
limitations and requirements are consistent with AQMD efforts to achieve air quality
goals.

The proposed amendment, as indicated in Figuralddiwdes the Basin into three zones
(Zone 1, Zone 2 and Zone 3) based on the averagg&3Pébncentration observed for
years 2003 through 2005. These zones correspohdatith based exposure levels and
are used as the criteria for both eligibility t@ess the Priority Reserve and the mitigation
fee pricing of Priority Reserve credits. For amyeg project, District staff will determine
the exact zone in which that project is locatedi®g of UTM coordinates.

In-Basin EGFs are only eligible to purchase PM10x®r CO credits from the Priority
Reserve if located in areas shown in Figure 1, wath annual average PM2.5
concentration of less than 20ud/(@one 1 or Zone 2). In-Basin EGFs being sitethi
area in Figure 1 with an annual average PM2.5 auration greater than 20pgirtZone
3) would not be eligible to access the Priority &tes for offset credits.

In-Basin EGFs located in areas shown in Figure th wn average PM2.5 concentration
in years 2003 through 2005 of between 18 and 20{i(Zione 2) must also meet the
following criteria in order to be eligible to regeicredits from the Priority Reserve:

(a) Demonstrate that the cancer risk from the ES3Egs than one in one million;
and

(b) Demonstrate that the non-cancer risk (acutecindnic) Hazard Index from
the EGF is less than or equal to 0.5; and

(c) Demonstrate that the cancer burden from the E®Ss than or equal to 0.1.

EGF projects are not expected to be significantcasuof toxic emissions. However,
these criteria, more stringent than similar cré¢en other District rules, are to address the



concerns expressed by the environmental commumitsnbre health protective standards
for EGF projects seeking Priority Reserve creditthey choose to locate in areas with
moderately high ambient concentrations.

Further, a requirement has been added to allowsacie Priority Reserve credits for
EGFs proposing to locate in either Zone 1 or Zommnl if the location is beyond 1000
feet of schools.

In addition to meeting the above additional cragran EGF project proposed to be
located in Zone 2 shall pay a premium for accessneglits from the Priority Reserve.
This premium is to serve as an incentive for prospe projects to locate in lesser
polluted areas of the Basin and will be used tadfadditional air quality improvement
projects. An In-Basin EGF located in areas with athmetic mean of PM2.5
concentration in years 2003 through 2005 of betwi®and 20ug/th(Zone 2) will pay
mitigation fees of $75,626, $22,625 and $18,000pgmemd per day of PM10, SOx and
CO, respectively. Whereas, an In-Basin EGF locatedeas with an arithmetic mean of
PM2.5 concentration in years 2003 through 200%s$ than 18pg/ffras shown in Figure
1 (Zone 1) will pay mitigation fees of $50,417, 183 and $12,000 per pound per day of
PM10, SOx and CO, respectively.

CEQA ANALYSIS

The SCAQMD has reviewed the proposed project putsua CEQA Guidelines
815002(k)(1) and 815061(b)(1), and determined tlogept is exempt by statute pursuant
to the California Public Resources Code (PRC) 82{lf)86) and state CEQA Guidelines
815271(a). Under PRC 821080(b)(6), the State lagi® directed that actions
undertaken by a public agency relating to any tla¢power plant facility that will be the
subject of an environmental impact report, negatieelaration, or other document
prepared pursuant to PRC 821080.5, by either thte &nergy Resources Conservation
and Development Commission or the California Enefgynmission are not subject to
CEQA if the CEQA document includes the environmemgpacts, if any, of the actions
described in PRC 821080(b)(6). In addition, beeati€an be seen with certainty that
there is no possibility that the proposed projectjuestion has the potential to have a
significant adverse effect on the environment,gieposed project is exempt from CEQA
pursuant to CEQA Guidelines 815061(b)(3) - ReviewHExemption.

SOCIO-ECONOMIC IMPACTS

A socioeconomic analysis of the amendments to RG@9.1 will be performed and
included as an attachment to the Board letter.



AQMP AND LEGAL MANDATES

The California Health and Safety Code requires AlEVID to adopt an Air Quality
Management Plan (AQMP) to meet state and federhlaarhair quality standards in the
South Coast Air Basin. In addition, the Califoriaalth and Safety Code requires that
the AQMD adopt rules and regulations that carrytbatobjectives of the AQMP. While
Proposed Amended Rule 1309.1 is not a control measicluded in the AQMP, its
requirements are consistent with the AQMP objestive

RESOURCE IMPACTS

The proposed amendments are not anticipated to hasggnificant impact on staff
resources.

DRAFT FINDINGS

Before adopting, amending or repealing a rule AQRD Governing Board shall make
findings of necessity, authority, clarity, consigtg, non-duplication, and reference, as
defined in Health and Safety Code Section 40727 draft findings are as follows:

Necessity— The AQMD Governing Board has determined thaeadnexists to amend
Rule 1309.1 — Priority Reserve to limit or restretectrical generating facilities from
accessing credits from the Priority Reserve if theylocated in heavily polluted areas.

Authority — The AQMD Governing Board obtains its authority ddopt, amend, or
repeal rules and regulations from Sections 4000004, 40440, 42300 (permit system),
and 40702 of the California Health and Safety Code.

Clarity — The AQMD Governing Board has determined thateRLB09.1 — Priority
Reserve, as proposed to be amended, is writtefisplaged so that its meaning can be
easily understood by the persons directly affected.

Consistency— The AQMD Governing Board has determined thaieRL809.1 — Priority
Reserve, as proposed to be amended, is in harmdhy amd not in conflict with or
contradictory to, existing statutes, court decisjar state or federal regulations.

Non-Duplication — The AQMD Governing Board has determined thateRL809.1 —
Priority Reserve, as proposed to be amended, duespose the same requirements as



any existing state or federal regulation and iseesary and proper to execute the power
and duties granted to, and imposed upon, the Blistri

Reference — The AQMD Governing Board, in amending the ruteferences the
following statutes which the AQMD hereby implementgerprets, or makes specific:
Health and Safety Code Sections 42300, 40920.5Ca#i88 171, 172 and 182.

CONCLUSIONS AND RECOMMENDATIONS

Staff recommends amendment of Rule 1309.1 foreheans stated in this staff report.



FIGURE 1
Three — Year Average (2003 — 2005) PM2.5 Concentrah Zones in SCAQMD
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CURRENT ESTIMATED DEMAND FOR OFFSETS

Estimated Emission Credits to be Withdrawn from Priority Reserve

it
o |

Project PM10 SOx CO NOXx CEQA/Permitting Status
Capacity | (Ibs/day)| (Ibs/day)| (Ibs/day)| (Ibs/day)
(MW)
Electric Generating Facility
(EGF) (In-Basin)
» City of Vernon 914 1,434 146 3281 » Vernon permit applications receive
end of June 2006; CEC deemed
complete 9/14/06
* Sun Valley 500 717 73 1641 . Sunl_VatI_Iey and W?I?utgé%elé pern
. Walnut K applications complete; eeme
aind Cre/e di >00 7 3 1641 complete 2/1/06
) I\BAITS;SLSETOE son 500 17 73 1641 « BP/Edison applications not
P submitted to SCAQMD or CEC
* AES Highgrove 300 430 44 985 AES application filed with CEC
deemed complete July 19, 2006
TOTAL 2,714 4,015 409 9,189




